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ATTESTATION ENGAGEMENTS
EXAMINATION OF MANAGEMENT'S
DISCUSSION AND ANALYSIS
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Why Issued

Financial statement users are interested in information about the risks and uncertainties that could significantly affect an entity's future cash flows, results of operations, and financial condition. A principal
source of such information is the Management's Discussion and Analysis (MD&A) that entities subject to
the Securities and Exchange Commission (SEC) are required to present. Because of the importance of
M D&A to users, an entity may engage an independent public accountant to attest to the representations
contained in that information. This proposed statement on standards for attestation engagements provides performance and reporting guidance for such engagements.
What It Does
This proposed Statement—
• Provides that an accountant may accept an engagement to examine and report on MD&A when the
following two conditions are met:
(1) The accountant has audited the financial statements for the latest year to which the MD&A relates
(2) The accountant is engaged to report on not less than the three-year period covered by the MD&A
• Requires the accountant to comply with the Statement on Standards for Attestation Engagements,
Attestation Standards, in such engagements.
• Establishes requirements and provides other guidance concerning the procedures to be performed
when examining MD&A.
• Establishes specific reporting standards for such engagements.
How It Differs From Existing Standards

This Statement does not amend or supersede an existing standard.

This exposure draft has been sent to—
• Practice offices of CPA firms.
• Members of AICPA Council and technical committees.
• State society and chapter presidents, directors, and
committee chairmen.
• Organizations concerned with regulatory, supervisory, or
other public disclosure of financial activities.
• Persons who have requested copies.

American Institute of Certified Public Accountants
1211 Avenue of the Americas, New York, NY 10036-8775. Telephone (212) 575-6200
Telex-70-3396,Telecopier (212) 575-3846
A I C P A 1 0 0
A CENTURY Of PROGRESS
IN ACCOUNTING
1887 1987

February 14,1987
Accompanying this letter is an exposure draft of a proposed statement on standards for attestation
engagements titled Examination of Management's Discussion and Analysis (MD&A).
MD&A presents information about liquidity, capital resources, and results of operations that entities subject to SEC jurisdiction are required to disclose. Financial statement users are interested in MD&A because
it provides information about risks and uncertainties that historical financial statements do not
present—for example, trends that may result in material increases or decreases in the entity's liquidity
and expected material changes in the mix and relative cost of capital resources. An entity is not required
to have its MD&A presentation examined; however, because this information is important to users, an
entity may want to enhance the credibility of its MD&A by requesting an independent public accountant to
examine and report on it. In addition, companies that are not subject to SEC jurisdiction may voluntarily
present MD&A and engage an independent accountant to examine it.
This proposed Statement establishes two conditions that must exist before an accountant may accept an
engagement to examine and report on MD&A—(1) he must have audited the financial statements for the
latest year to which the MD&A relates and (2) he must be engaged to report on not less than the threeyear period covered by the MD&A.
The Statement also establishes the procedures to be performed in such engagements and provides additional procedural guidance. In addition, the proposed Statement specifies the reporting requirements for
these engagements.
Comments or suggestions on any aspect of this exposure draft will be appreciated. The Auditing Standards
Board's consideration of responses will be helped if the comments refer to specific paragraphs and include
supporting reasons for each suggestion or comment.
In developing guidance, the Auditing Standards Board considers the relationship between the cost
imposed and the benefits reasonably expected to be derived from audits. It also considers differences that
the auditor may encounter in the audit of the financial statements of small businesses and, when appropriate, makes special provisions to meet those needs. Thus, the board would particularly appreciate comments on those matters.

Written comments on the exposure draft will become part of the public record of the Auditing Standards
Division and will be available for public inspection at the offices of the AICPA after August 17,1987, for
one year. Responses should be sent to the AICPA Auditing Standards Division, File 2347C, in time to be
received by July 15, 1987. For convenience in responding, a perforated response form is attached and a
postpaid return envelope is provided with this exposure draft.
Sincerely,

Jerry D. Sullivan
Chairman
Auditing Standards Board

Dan M. Guy
Vice President, Auditing

PROPOSED STATEMENT ON STANDARDS FOR ATTESTATION ENGAGEMENTS
EXAMINATION OF MANAGEMENT'S DISCUSSION AND ANALYSIS
INTRODUCTION

1. The risks and uncertainties
that could significantly affect an
enterprise's future cash flows, results
of operations, and financial condition
are of interest to financial statement
users. A principal source of information about such risks and uncertainties is the Management's Discussion
and Analysis (MD&A) that companies subject to the Securities and
Exchange Commission (SEC) are
required to present in annual reports
to shareholders and in other documents.
2. The SEC rules and regulations
require that MD&A provide information about liquidity, capital
resources, and results of operations
and such other information that, in
the registrant's j u d g m e n t , will
enhance a reader's understanding of
the enterprises financial condition,
changes in financial condition and
results of operations. The discussion
and analysis shall focus specifically on
material events and uncertainties
known to management that would
cause reported financial information
not to be necessarily indicative of
future operating results or of future
financial c o n d i t i o n , i n c l u d i n g
descriptions and amounts of matters
that would have an impact on future
operations and have not had an
impact in the past, and matters that
have had an impact on reported operations and are not expected to have
an impact upon future operations.
More specifically, the information
required to be disclosed in the
MD&A includes1—
• Information concerning liquidity—Known trends or known
demands, commitments, events,
or uncertainties that will result in,
or that are reasonably likely to
result in, material increases or
decreases in liquidity.
• Information concerning capital
resources—Material
commit-

1

Appendix A to this Statement sets forth the
SEC's requirements in their entirety.

ments for capital expenditures, the
general purpose of such commitments, and the anticipated sources
of funds needed to fulfill such commitments; known material trends,
favorable or unfavorable, in capital
resources; and any expected
changes in the mix and relative cost
of cash resources.
• Information concerning results of
operations—Unusual
or infrequent transactions and significant
economic changes that materially
affected reported income and any
other significant components of
revenues or expenses in order to
understand the company's results
of operations, including any known
trends or uncertainties that have
had or will have a material impact
on sales or income; also, the extent
to which material increases, if any,
in revenues are attributable to
price increases, volume increases,
and the introduction of new products or services. Enterprises are
encouraged, but not required, to
include forward-looking information relevant to a full understanding of past and a n t i c i p a t e d
operations of the enterprise.
3. Because of the importance
attached to the MD&A disclosures
by users, an independent public
accountant may be requested by an
enterprise to attest to the representations contained in the MD&A.

MD&A3 included in a document with
audited financial statements of a public entity.4 Such documents include a
registration statement filed with the
SEC under the Securities Act of
1933, an annual report, a proxy statement, or a stockholders' report filed
pursuant to the Securities Exchange
Act of 1934.
5. This Statement also applies to
engagements to examine a voluntary
presentation of MD&A by an enterprise not subject to the SEC if that
presentation is accompanied by
audited financial statements and is
intended to conform to the SEC
requirements. Such a presentation
might be included in private placement circulars, other exempt offeri n g s , or an a n n u a l r e p o r t to
shareholders.
6. An accountant may accept an
engagement to examine MD&A of a
public or nonpublic entity, provided
the accountant has examined, in
accordance with generally accepted
auditing standards, the financial
statements for at least the latest year
to which the MD&A relates. An
examination of the historical financial
statements is necessary to provide
the independent public accountant
with the knowledge to properly evaluate the results of the procedures
performed in connection with his
examination of the MD&A.

APPLICABILITY

PERFORMANCE STANDARDS

4. This Statement provides guidance to an independent public
accountant who has been engaged
to examine 2 and report on the

7. When engaged to examine
and report on MD&A, the accountant should comply with the general
and fieldwork standards set forth in
Statement on Standards for Attestation Engagements, Attestation Stand-

2

Because of the nature of the information contained in the MD&A, an accountant should
not accept an engagement to review and render a review report on MD&A. Furthermore, because the discussion in the MD&A
covers a three-year period and is ordinarily
not segregated by year, the accountant
should not accept an engagement to report
on less than the three-year period covered
by the MD&A unless a predecessor accountant has reported on MD&A for a prior
period included in the current MD&A
presentation.

5

3

4

See SAS No. 8, Other Information in Documents Containing Audited Financial Statements (AICPA, Professional Standards, vol.
1, sec. 550), for the accountant's responsibilities with respect to the MD&A in connection
with an examination of the historical financial
statements.
A public entity is defined in SAS No. 26,
Association With Financial Statements, paragraph 2 (AICPA, Professional Standards,
vol. 1, sec. 504).

6
ards, and the specific performance
and reporting standards set forth in
this Statement.
8. The purpose of the accountant's examination of the MD&A is to
render an opinion as to whether the
MD&A, when considered in conjunction with the financial statements, is presented in conformity
with the rules and regulations of the
SEC. The accountant should perform
those procedures deemed necessary
to provide him with a reasonable
basis for that opinion.
9. The accountant's procedures
should address the following matters:
a. Whether the events, conditions,
transactions, economic changes,
and commitments disclosed in the
MD&A did, in fact, exist or occur
b. Whether the financial information presented in the MD&A has
been properly derived from the
audited financial statements (or
the underlying accounting
records) and is consistent with
those statements
c. Whether the financial information in the MD&A is mathematically correct
d. Whether the MD&A disclosures
with respect to liquidity, capital
resources, and results of operations required by the SEC rules
and regulations—
• Cover all periods covered by
the financial statements presented in the document with
the MD&A
• Omit information that would be
reasonably contemplated by
the SEC rules and regulations
about material trends, events,
transactions, demands, commitments, uncertainties, conditions, changes in conditions
and restrictions necessary to
enhance a reader's understanding of financial condition,
including liquidity and capital
resources, changes in financial
condition, and results of operations
e. Whether the causal relationship
between an indicated event,

EXPOSURE DRAFT
transaction, condition, or change
in condition and the described
material change in the financial
statement component attributed
to it is appropriately supported,
including whether the indicated
event, transaction, condition, or
change in condition is the principal reason for the described
change.
f. When forward-looking information is presented, whether it
meets the requirements of the
SEC rules and regulations and
whether the underlying assumptions provide a reasonable basis
for that information
10. In an examination of historical financial statements, an accountant ordinarily will have applied audit
procedures to some of the information included in the MD&A. However, because the objective of those
audit procedures is to have a reasonable basis for expressing an opinion
on the financial statements taken as a
whole rather than on the MD&A,
certain additional examination procedures (see paragraph 12) should be
performed. The nature and extent of
those examination procedures will
depend upon (a) management's process for developing the MD&A disclosures, (b) the nature of the MD&A
disclosures, (c) the information
obtained by the accountant as a result
of examining the historical financial
statements, (d) the anticipated level
of attestation risk related to the
MD&A, (e) judgments about materiality levels (see paragraph 13), (f)
items within the MD&A that are
likely to require revision, (g) the
accountant's knowledge of the entity's business and industry, and (h)
conditions that may require extension or modification of the accountant's examination procedures.
11. Management, in developing
the MD&A, ordinarily should consider events, transactions, demands,
commitments, and uncertainties
arising during the period of, and to a
date close to the release of, the financial statements. Accordingly, the procedures set forth below should
encompass the period covered by the

financial statements and up to the
date of the accountant's report on the
MD&A.
12. An accountant ordinarily
should apply the following procedures in an examination of MD&A:
a. Inquire of management regarding
the method of preparing the
MD&A, including (1) how the
information is gathered, (2) how
the accuracy of such information
is evaluated, (3) how the information is compared to the SEC rules
and regulations and (4) how management evaluates whether all
material factors having an effect
on financial condition, including
liquidity and capital resources,
changes in financial condition,
and results of operations were
considered.
b. Read and compare the content of
the MD&A for consistency of the
information and the manner of its
presentation with (1) management's responses to the foregoing
inquiries, (2) the audited financial
s t a t e m e n t s , (3) information
obtained during the examination
of the financial statements (for
example, results of inquiries and
analytical procedures), (4) the
most recent interim financial
information and any available
related MD&A disclosures, and
(5) any other information of which
the accountant is aware.
c. Consider the impact of any modification of his report on the historical financial statements on the
scope of his examination of the
MD&A, including his ability to
evaluate the results of his inquiries and other procedures.
d. Examine internally (for example,
sales analysis, wage cost analysis,
sales or service pricing sheets,
business plans or programs) and
externally (for example, correspondence, contracts, loan agreements) generated documents in
support of the existence, occurrence, or expected occurrence of
events, transactions, conditions,
changes in conditions, trends,
demands, and commitments disclosed in the MD&A.
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e. If the support for key explanations comes from experts, such
as lawyers, e n g i n e e r s , and
economists—
• Consider their professional
standing.
• Consider using the work of
another expert in the field.
• Test the propriety of the data
and any plans the enterprise
submitted to the expert to the
extent appropriate.
f. If applicable, compare trends and
other statistical information with
similar information published by
governmental agencies, trade associations, or similar enterprises.
g. Compare the information in the
MD&A with the requirements of
the SEC rules and regulations to
determine whether the information presented is in conformity
with such rules and regulations.
h. Inquire whether prospective
financial information (for example, budgets, sales forecasts, forecasts of labor, overhead and
material costs, financial forecasts,
projections) is available and consider whether such information
has an impact on the MD&A disclosures.
i. If information presented in the
MD&A either (1) is based upon
prospective financial information5
(for example, sales forecasts, forecasts of labor, overhead and material costs, financial forecasts), or
(2) includes prospective financial
information, apply to the prospective financial information the
examination procedures, to the
extent appropriate, set forth in
5

The following are two examples of information presented in MD&A that would be
based primarily upon prospective financial
information:
a. The number of company-owned hotel
room-nights available declined 3 percent in 19X3, reflecting the disposition
of twenty company-owned hotels. A
further decline of 6 percent is expected
in 19X4 due to the disposition program.
b. The income tax rate for 19X4 is
expected to increase over the two prior
years, inasmuch as foreign earnings
available for r e i n v e s t m e n t are
expected to be a smaller portion of consolidated earnings in 19X4.

j.

k.

I.

m.

6

appendix C to the Statement on
Standards for Accountants' Services on Prospective Financial
Information, Financial Forecasts
and Projections (AICPA, Professional Standards, vol. 1, AU sec.
2100).6
Test the mathematical accuracy of
a m o u n t s p r e s e n t e d in t h e
MD&A.
Apply the guidance in SAS No. 1,
Codification of Auditing Standards and Procedures (AICPA,
Professional Standards, vol. 1,
AU sec. 543, "Part of Examination
Made by Other Independent
Auditors") to engagements to
examine and report on MD&A
when other auditors have examined and reported on the historical financial statements of one or
more components of an enterprise (see paragraph 16 for reporting in such circumstances).
Using the information obtained
from the examination of the financial statements and the performance of the other examination
procedures specified herein,
assess whether the causal relationship between an indicated
event, transaction, condition, or
change in condition and the
described material change in the
financial statement component
attributed to it is appropriately
supported, including whether the
indicated event, transaction, condition, or change in condition is
the principal reason for the
described change.
Assess the completeness of the
MD&A disclosures of trends,
commitments, uncertainties,
unusual transactions and changes
in financial statement compo-

When the MD&A contains significant disclosures of prospective financial information or
information that is based upon prospective
financial information, ordinarily a full or partial financial forecast or projection with the
appropriate supporting assumptions is
needed to substantiate such disclosures. If
such a forecast or projection is not available,
the accountant should consider whether the
lack of such prospective financial information
constitutes a limitation on the scope of his
examination sufficient to warrant a qualified
opinion.

7

n.

o.

p.

q.

7

nents, and management's commentary relative thereto, by
comparison with the audit evidence obtained in connection
with the examination of the
related financial statements.
If information is p r e s e n t e d
beyond that deemed necessary to
comply with the SEC's rules and
regulations for MD&A disclosures, such as the disclosures
r e q u i r e d by SEC I n d u s t r y
Guides,7 consider the impact of
such disclosures on the MD&A
presentation and its related
conformity with SEC rules and
regulations.
Obtain written representations of
officials of the enterprise who
have responsibility for financial
and accounting matters (1) as to
whether the MD&A is presented
in conformity with the SEC rules
and regulations and (2) covering
any prospective financial information presented or information
presented that is based primarily
upon prospective financial information. An example of such representations is presented in
appendix B.
Make additional inquiries or perform other procedures if application of the foregoing procedures
causes the accountant to believe
that the MD&A may not be complete or presented in conformity
with the rules and regulations of
the SEC.
If predecessor auditors have
examined one or more prior
period financial statements covered by the MD&A, but have not
p r e v i o u s l y e x a m i n e d and
reported on the MD&A in accordance with the standards set forth
in this Statement, either apply
the a p p r o p r i a t e p r o c e d u r e s
(including a review of the predecessor's working papers) or
request the predecessor auditors
to perform some or all of the
above procedures with respect to

For example, SEC Industry Guide 3, Statistical Disclosure by Bank Holding Companies, explicitly permits inclusion of the
information required by that guide in the
MD&A.
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8
the M D&A discussion relevant to
those prior periods.
13. The accountant's consideration of materiality in the context of
what should be discussed in the
MD&A is based primarily upon the
related historical financial statements. Thus, in planning as well as
evaluating the results of his examination procedures, the accountant
should refer to the historical financial
statements covered by the MD&A.
However, assessing the significance
of an omission from, or misstatement
of, an item in the MD&A may be
more dependent upon qualitative
than quantitative considerations. 8
Further, materiality is a concept that
is judged in light of the expected
range of reasonableness of the information. While the standard of materiality for many of the MD&A
quantitative disclosures is the related
financial statements, the nature of
the forward-looking disclosures
results in a range of reasonableness
wider than that of the financial statements; therefore, users should not
expect those disclosures to be as precise as the historical financial statements.
14. The procedures performed
in an examination of MD&A can be
performed in conjunction with, or
later than, the examination of the his-

8

Financial Accounting Standards Board
(FASB) Statement of Concepts No. 2, Qualitative Characteristics of Accounting Information, paragraph 132, discusses materiality
in the context of financial statements as follows:
The omission or misstatement of an item in
a financial report is material if, in the light
of surrounding circumstances, the magnitude of the item is such that it is probable
that the judgment of a reasonable person
relying upon the report would have been
changed or influenced by the inclusion or
correction of the item.
That definition is equally applicable to
MD&A disclosures and recognizes that
materiality judgments necessarily involve
both quantitative and qualitative considerations.
Reference also should be made to SAS No.
47, Audit Risk and Materiality in Conducting an Audit, paragraph 6 (AICPA, Professional Standards, vol. 1, AU sec. 312), for a
further discussion of materiality in this context. That discussion is equally applicable to
information presented in management's discussion and analysis.

torical financial statements. 9 However, the examination of MD&A
should not be completed prior to
completion of the audit of those
financial statements.
15. The accountant's working
papers in connection with his examination of the MD&A should be
appropriate to the circumstances and
to the accountant's needs on the
engagement to which they apply.
Although the quantity, type, and content of working papers will vary with
the circumstances, they ordinarily
should indicate that —
a. The work was adequately planned
and supervised.
b. The information obtained in connection with the examination of
the historical financial statements
and the process by which the
enterprise develops its MD&A
disclosures were considered in
determining the scope of the
examination.
c. Sufficient evidence was obtained
to provide a reasonable basis for
the accountant's opinion.

d.

e.

f.

g.
REPORTING STANDARDS
16. The accountant's report on
his examination of MD&A should
contain the following:
a. An identification of, and the
period covered by, the MD&A
b. A statement that the examination
was made in accordance with
standards established by the
AICPA
c. When appropriate, a reference to
the report of other accountants
who have examined and reported

17. The report should be dated
as of the completion of the accountant's examination procedures. That
date may coincide with or be later
than (but not precede) the date of the
auditor's report on the latest histori-

10

9

When the examination of MD&A has been
completed subsequent to completion of the
audit of the historical financial statements,
the accountant should consider any matters
that have come to his attention as a result of
his examination procedures that might have
a material effect on the historical financial
statements or on his auditor's report. However, examination procedures performed
subsequent to the audit of the historical
financial statements do not constitute the
performance of audit procedures with
respect to those financial statements, nor
does such work obligate the accountant to
perform any audit procedures beyond those
previously performed.

on the MD&A of one or more
components10
A reference to the report of predecessor accountants, if such
accountants have previously
examined and reported in accordance with the provisions of this
Statement on the MD&A for prior
periods covered by the current
MD&A and their report is not
presented in the document
For nonpublic entities, unless
otherwise disclosed in the MD&A
or related financial statements, a
middle paragraph stating that the
enterprise is not subject to the
SEC, but that the MD&A has
been prepared as though the
enterprise were subject to its
requirements
A paragraph that expresses an
opinion, or disclaims an opinion,
as to whether the information in
management's discussion and
analysis, when considered in conjunction with the financial statements, is presented in conformity
with the rules and regulations of
the SEC
A caveat that management's
assessment of future operating
results, capital resources, and
liquidity may differ materially
from actual results because events
and circumstances frequently do
not occur as expected

This would ordinarily be the case when the
component is itself a public entity and the
component's independent public accountants have performed a separate examination
of the component's MD&A. Where the component's independent public accountants
have not done so, the principal accountant
may request the component's independent
public accountants to perform specific procedures at the component with respect to the
disclosures contained in the consolidated
MD&A that pertain to the component, and
report his findings to the principal accountant. In that situation, the principal accountant ordinarily would not make reference to
the report of the component's independent
public accountants in his report on the consolidated MD&A.

EXPOSURE DRAFT
cal financial statements presented in
the document.
18. The following is an illustration of such a report:
We have examined management's discussion and analysis of the financial
condition and results of operations of
XYZ Company for the three-year
period ended December 31, 19XX,
appearing on pages . . . of this 19XX
annual report to shareholders. Our
examination was made in accordance
with standards established by the
American Institute of Certified Public
Accountants and, accordingly, included such procedures as we considered necessary in the circumstances.11
In our opinion12 management's discussion and analysis, referred to above,
when considered in conjunction with
the financial statements, is presented
in conformity with the rules and regulations of the Securities and Exchange
Commission. While management's
discussion and analysis presents information with respect to expected
sources of liquidity and capital
resources, operating trends, commitments, and uncertainties, actual
results may differ materially from management's present assessment of these
matters because events and circumstances frequently do not occur as
expected.
19. The accountant's report on
the MD&A may b e presented separately as in the above example or
included in the auditor's report on
the historical financial statements,

11

If predecessor accountants examined and
reported on the MD&A for a prior period
included in the current MD&A and their
report is not included in the document, add:
Management's discussion and analysis for
the [insert period covered] was examined
by other accountants whose report dated
March 25, 19XX, expressed an unqualified
opinion on that discussion and analysis.
If other accountants have examined and
reported on the MD&A of a component, the
following should be added to the scope
paragraph:
We did not examine management's discussion and analysis of ABC Company, a
wholly owned subsidiary of XYZ. ABC
Company's management discussion and
analysis was examined by other accountants whose report was furnished to us, and
our opinion expressed herein, insofar as it
relates to ABC Company, is based solely
on the report of other accountants.
12
Add the following when applicable: "Based
on our examination and the report of other
accountants."

following the auditor's report opinion
paragraph in paragraphs that begin,
"We have also examined. . . ."
20. Presented below is an example of an explanatory middle paragraph that might be included in the
accountant's report on a voluntary
presentation of MD&A by a nonpublic entity:
While DEF Company is not subject to
the reporting and disclosure requirements of the Securities and Exchange
Commission (SEC), the accompanying
management discussion and analysis is
presented following the SEC's rules
and regulations.
21. If the accountant is unable to
perform the procedures h e considers
necessary in the circumstances, he
should describe the limitation on the
scope of his examination in a middle
paragraph and ordinarily should disclaim an opinion. 13 However, limitation in the ability of the accountant to
perform necessary procedures could
also arise because of the lack of adequate support for a significant representation in the MD&A. That circumstance may result in a conclusion
that the unsupported representation
constitutes a material misstatement
of fact.
22. If the accountant concludes
that the MD&A presentation contains inconsistencies with the historical financial s t a t e m e n t s , material
omissions, or material misstatements
of fact, and management refuses to
take corrective action, he should
describe the inconsistency, omission,
or misstatement in a middle paragraph of his report and either qualify
his opinion or express an adverse
opinion because of a departure from
t h e r u l e s and r e g u l a t i o n s of t h e
SEC. 14

9

23. W h e n t h e a c c o u n t a n t expresses a qualified or adverse opinion
because of a material inconsistency,
omission, or misstatement of fact, h e
is not required to disclose the correct
or omitted information unless that
information is reasonably obtainable
from the company's records and providing the information in his report
does not require the accountant to
assume the position of a preparer of
that information.
24. If the accountant concludes
that the M D& A presentation is materially misleading and management
refuses to take corrective action, he
may decide to withhold his report on
the MD&A rather than express a
qualified or adverse opinion. If the
accountant decides to withhold his
report, he should notify the client in
writing of his concerns. F u r t h e r more, h e should consult with legal
counsel as to further a p p r o p r i a t e
actions in the circumstances. 15
25. An accountant may b e req u e s t e d to reissue his report on
M D & A b e c a u s e of r e v i s i o n s or
amendments thereto or h e may be
requested to reissue his report on the
historical financial statements in situations where he has previously examined and reported on the MD&A
covering the period of those financial
statements and the report is included
in a r e g i s t r a t i o n s t a t e m e n t filed
under the Securities Act of 1933. l6 In
either case, the accountant should
apply those procedures 1 7 he believes
15

See SAS No. 8, Other Information in Documents Containing Audited Financial Statements (AICPA, Professional Standards, vol.
1, AU sec. 550), for the auditor's responsibilities with respect to his report on the historicalfinancialstatements when he concludes
that the MD&A presentation is materially
misleading.
16
The responsibility of an accountant whose
report on audited financial statements is
13
included in a registrant statement filed with
"Subject to" opinions (or the proposed modithe SEC under the Securities Act of 1933 is
fied opinion set forth in the proposed statedetermined by the circumstances as of the
ment on auditing standards The Auditor's
effective date of the registration statement.
Consideration of a Client's Ability to ConSAS No. 37, Filings Under Federal Securitinue in Existence) are not appropriate for
ties Statutes, further describes that responsireports on MD&A, and an "except for"
bility as well as the procedures accountants
report would not ordinarily be appropriate
apply in those circumstances. A similar
for scope limitations.
14
responsibility exists with respect to an
See SAS No. 8, Other Information in Docuaccountant's report on MD&A.
ments Containing Audited Financial Statements (AICPA, Professional Standards, vol. 17 For guidance on the types of procedures the
1, AU sec. 550), for guidance on the impact of
accountant might perform, reference may be
inconsistencies or material misstatements of
made to sec. 711 and to the Guide for Profact on the auditor's report on the related hisspective Financial Statements, sec. 730 (New
toricalfinancialstatements.
York: AICPA, 1986).
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necessary to the accompanying
MD&A in o r d e r to d e t e r m i n e
whether the MD&A should be
revised, or if revised, whether the
revisions are appropriate. If the
MD&A is revised, the accountant
should update or dual-date his report
on the MD&A. If the accountant concludes that the MD&A should be,
but has not been, revised, or has
been revised incorrectly and the
company fails to take corrective
action, he should express a qualified
or adverse opinion or withhold his
report and consider the impact of that
failure in his report on the historical
financial statements.
26. While the information contained in MD&A is normally presented separately from the audited
financial statements, an enterprise
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may incorporate some or all of that
information in its financial statements. When some or all of the
MD&A disclosures are included in
the financial statements and those
disclosures have been examined in
accordance with the standards set
forth in this Statement, the accountant should report on the MD&A and
include an identification of the location of the MD&A disclosures. When
the MD&A disclosures included in
the financial statements have not
been examined in accordance with
the standards set forth in this Statement but are separately identified as
such and labeled "Not covered by
auditor's report," the auditor need
not comment on those disclosures in
his report on the historical financial
statements. If those disclosures are

separately identified but not so
labeled, and the accountant has not
been engaged to examine and report
on the information in accordance
with the standards set forth in this
Statement, the audit report on the
historical financial statements should
contain a disclaimer of opinion on the
MD&A (for example, "We have not
examined the disclosures contained
in notes . . . and, therefore, express
no opinion on that information").
When the disclosures are neither
separately identified nor labeled
"Not covered by auditors report," the
audit report on the historical financial
statements should clearly identify
the location of the MD&A disclosures in the financial statements and
should include a disclaimer of opinion on those disclosures.

APPENDIX A
SEC REQUIREMENTS FOR MANAGEMENT'S DISCUSSION AND ANALYSIS
This Appendix contains the Securities and Exchange Commission
r e q u i r e m e n t s concerning the p r e sentation of Management's Discuss i o n a n d A n a l y s i s of F i n a n c i a l
Condition and Results of Operations.
These r e q u i r e m e n t s are also cont a i n e d in R e g u l a t i o n S-K, P a r t
229.303, Title 17, Code of Federal
Regulations.
Reg. 229.303. Item 303. (a) Full fiscal years. Discuss registrant's financial
condition, changes in financial condition and results of operations. The discussion shall provide information as
specified in paragraphs (a)(1), (2) and
(3) with respect to liquidity, capital
resources and results of operations and
also shall provide such other information that the registrant believes to be
necessary to an understanding of its
financial condition, changes in financial condition and results of operations.
Discussions of liquidity and capital
resources may be combined whenever
the two topics are interrelated. Where
in the registrant's judgment a discussion of segment information or of other
subdivisions of the registrant's business would be appropriate to an understanding of such business, the discussion shall focus on each relevant,
reportable segment or other subdivision of the business and on the registrant as a whole.
(1) Liquidity. Identify any known
trends or any known demands, commitments, events or uncertainties that
will result in or that are reasonably
likely to result in the registrant's
liquidity increasing or decreasing in
any material way. If a material deficiency is identified, indicate the course
of action that the registrant has taken or
proposes to take to remedy the deficiency. Also identify and separately
describe internal and external sources
of liquidity, and briefly discuss any
material unused sources of liquid
assets.
(2) Capital resources, (i) Describe
the registrant's material commitments
for capital expenditures as of the end of
the latest fiscal period, and indicate the
general purpose of such commitments
and the anticipated source of funds
needed to fulfill such commitments.
(ii) Describe any known material
trends, favorable or unfavorable, in the
registrant's capital resources. Indicate
any expected material changes in the
mix and relative cost of such resources.
The discussion shall consider changes

between equity, debt and any off-balance sheet financing arrangements.
(3) Results of operations, (i) Describe any unusual or infrequent
events or transactions or any significant
economic changes that materially
affected the amount of reported income from continuing operations and,
in each case, indicate the extent to
which income was so affected. In addition, describe any other significant
components of revenues or expenses
that, in the registrant's judgment,
should be described in order to
understand the registrant's results of
operations.
(ii) Describe any known trends or
uncertainties that have had or that the
registrant reasonably expects will have
a material favorable or unfavorable
impact on net sales or revenues or
income from continuing operations. If
the registrant knows of events that will
cause a material change in the relationship between costs and revenues (such
as known future increases in costs of
labor or materials or price increases or
inventory adjustments), the change in
the relationship shall be disclosed.
(iii) To the extent that the financial
statements disclose material increases
in net sales or revenues, provide a narrative discussion of the extent to which
such increases are attributable to
increases in prices or to increases in
the volume or amount of goods or services being sold or to the introduction
of new products or services.
(iv) For the three most recent fiscal
years of the registrant, or for those fiscal years beginning after December
25, 1979, or for those fiscal years in
which the registrant has been engaged
in business, whichever period is shortest, discuss the impact of inflation and
changing prices on the registrant's net
sales and revenues and on income from
continuing operations.
Instructions to Paragraph 303(a).
1. The registrant's discussion and
analysis shall be of the financial
statements and of other statistical
data that the registrant believes will
enhance a reader's understanding
of its financial condition, changes
in financial condition and results
of operations. Generally, the discussion shall cover the three-year
period covered by the financial
statements and shall use year-toyear comparisons or any other formats t h a t in t h e r e g i s t r a n t ' s
judgment enhance a reader's under11

standing. However, where trend
information is relevant, reference to
the five-year selected financial data
appearing pursuant to Item 301 of
Regulation S-K (§229.301) may be
necessary.
2. The purpose of the discussion
and analysis shall be to provide to
investors and other users information relevant to an assessment of the
financial condition and results of
operations of the registrant as determined by evaluating the amounts
and certainty of cash flows from
operations and from outside sources.
The information provided pursuant
to this Item need only include that
which is available to the registrant
without undue effort or expense and
which does not clearly appear in the
registrant's financial statements.
3. The discussion and analysis
shall focus specifically on material
events and uncertainties known to
management that would cause reported financial information not to
be necessarily indicative of future
operating results or of future financial condition. This would include
descriptions and amounts of (A) matters that would have an impact on
future operations and have not had
an impact in the past, and (B) matters that have had an impact on
reported operations and are not
expected to have an impact upon
future operations.
4. Where the consolidated financial statements reveal material
changes from year to year in one or
more line items, the causes for the
changes shall be described to the
extent necessary to an understanding of the registrant's businesses as a
whole; Provided, however, That if
the causes for a change in one line
item also relate to other line items,
no repetition is required and a lineby-line analysis of the financial statements as a whole is not required or
generally appropriate. Registrants
need not recite the amounts of
changes from year to year which are
readily computable from the financial statements. The discussion shall
not merely repeat numerical data
contained in the consolidated financial statements.
5. The term "liquidity" as used in
this Item refers to the ability of an
enterprise to generate adequate
amounts of cash to meet the enterprise's needs for cash. Except where
it is otherwise clear from the discus-
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sion, the registrant shall indicate
those balance sheet conditions or
income or cash flow items which the
registrant believes may be indicators
of its liquidity condition. Liquidity
generally shall be discussed on both
a long-term and short-term basis.
The issue of liquidity shall be discussed in the context of the registrant's own business or businesses.
For example, a discussion of working
capital may be appropriate for certain manufacturing, industrial or
r e l a t e d o p e r a t i o n s b u t might b e
inappropriate for a bank or publicutility.
6. W h e r e financial s t a t e m e n t s
presented or incorporated by reference in the registration statement
are required by §210.4-08(e)(3) of
Regulation S-X [17 C F R Part 210] to
include disclosure of restrictions on
the ability of both consolidated and
unconsolidated subsidiaries to transfer funds to the registrant in the form
of cash dividends, loans or advances,
the discussion of liquidity shall include a discussion of t h e nature and
extent of such restrictions and the
impact such restrictions have had
and are expected to have on the ability of the parent company to meet its
cash obligations.
7. Registrants are encouraged,
but not required, to supply forwardlooking information. This is to be
distinguished from presently known
data which will impact upon future
operating results, such as known
future increases in costs of labor or
materials. This latter data may be
required to be disclosed. Any forward-looking information supplied
is expressly covered by the safe harbor rule for projections. See Rule
175 u n d e r t h e Securities Act [17
C F R 230.175], Rule 3b-6 under the
Exchange Act [17 C F R 240.3b-6]
and Securities Act Release No. 6084
(June 25, 1979) (44 FR 33810).
8. Registrants that are required
to provide narrative explanations of
s u p p l e m e n t a r y i n f o r m a t i o n disclosed in accordance with paragraph
3 7 of S t a t e m e n t of F i n a n c i a l
Accounting Standards No. 33,
"Financial Reporting and Changing
Prices" (SFAS 33), may c o m b i n e
such explanations with t h e registrant's discussion and analysis
required pursuant to this Item or
may supply such information separately. If such s t a t e m e n t is comb i n e d , t h e s u p p l e m e n t a r y information required by SFAS 33 shall b e
located in reasonable proximity to

the discussion and analysis. If such
statement is not combined, the discussion of the impact of inflation otherwise required by this Item may be
omitted b u t an appropriate crossr e f e r e n c e to t h e e x p l a n a t i o n
required by paragraph 37 of SFAS 33
shall be made. Foreign registrants
normally are not subject to SFAS 33.
If a foreign registrant otherwise discusses information on the effects of
changing prices, then such information shall be given.
9. Registrants that are not required to provide s u p p l e m e n t a r y
i n f o r m a t i o n in a c c o r d a n c e w i t h
SFAS 33 (including foreign private
issuers) may discuss the effects of
inflation and changes in prices in
w h a t e v e r m a n n e r appears appropriate under the circumstances.
Although voluntary compliance with
SFAS 33 is encouraged, it is not
required. All that is required is a
brief textual presentation of management's views. No specific numerical financial data need be presented
except as Rule 3-20(c) of Regulation
S-X (§210.3-20(c) of this chapter)
otherwise requires.
10. All references to the registrant in the discussion and in this
Item shall mean the registrant and
its subsidiaries consolidated.
11. Foreign private registrants
also shall discuss briefly any pertinent governmental economic, fiscal,
monetary, or political policies or factors that have materially affected or
could materially affect, directly or
i n d i r e c t l y , t h e i r o p e r a t i o n s or
i n v e s t m e n t s by U n i t e d S t a t e s
nationals.
12. If the registrant is a foreign
private issuer, the discussion shall
focus on the primary financial statements presented in the registration
statement or report. There shall be a
reference to t h e reconciliation to
United States generally accepted
accounting principles, and a discussion of any aspects of the difference
between foreign and United States
generally accepted accounting principles, not discussed in the reconciliation, that the registrant believes is
necessary for an understanding of
the financial statements as a whole.
(b) Interim
periods.
If i n t e r i m
p e r i o d financial s t a t e m e n t s are included or are required to be included
by Article 3 of Regulation S-X (17 C F R
210), a management's discussion and
analysis of the financial condition and
results of operations shall b e provided
so as to enable the reader to assess

material changes in financial condition
and results of operations between the
periods specified in paragraphs (b)(1)
and (2) of this Item. The discussion and
analysis shall include a discussion of
material changes in those items specifically listed in paragraph (a) of this Item,
except that the impact of inflation and
changing prices on operations for interim periods need not be addressed.
(1) Material changes in financial
condition.
Discuss any m a t e r i a l
changes in financial condition from the
end of the preceding fiscal year to the
date of the most recent interim balance
sheet provided. If the interim financial
statements include an interim balance
sheet as of the corresponding interim
date of the preceding fiscal year, any
material changes in financial condition
from that date to the date of the most
recent interim balance sheet provided
also shall be discussed. If discussions of
changes from both the end and the
corresponding interim date of the preceding fiscal year are required, the discussions may b e c o m b i n e d at t h e
discretion of the registrant.
(2) Material changes in results of
operations.
D i s c u s s any m a t e r i a l
changes in t h e registrant's results of
operations with respect to the most
recent fiscal year-to-date period for
which an income statement is provided
and t h e corresponding year-to-date
period of the preceding fiscal year, tf
the registrant is required to or has
elected to provide an income statement for the most recent fiscal quarter,
such discussion also shall cover material changes with respect to that fiscal
quarter and the corresponding fiscal
quarter in the preceding fiscal year. In
addition, if the registrant has elected to
provide an income statement for the
twelve-month period ended as of the
date of the most recent interim balance
sheet provided, t h e discussion also
shall cover m a t e r i a l c h a n g e s with
respect to that twelve-month period
and the twelve-month period e n d e d as
of the corresponding interim balance
sheet date of the preceding fiscal year.
Notwithstanding the above, if for purposes of a registration s t a t e m e n t a
registrant subject to paragraph (b) of
§210.3-03 of Regulation S-X provides a
statement of income for the twelvemonth period e n d e d as of t h e date of
the most recent interim balance sheet
provided in lieu of the interim income
statements otherwise r e q u i r e d , the
discussion of material changes in that
twelve-month period will be in respect
to t h e preceding fiscal year rather than
the corresponding preceding period.
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Instructions to Paragraph (b) of
Item 303. 1. If interim financial
statements are presented together
with financial statements for full fiscal years, the discussion of the
interim financial information shall
be prepared pursuant to this paragraph (b) and the discussion of the
full fiscal year's information shall be
prepared pursuant to paragraph (a)
of this Item. Such discussions may
be combined.
2. In preparing the discussion
and analysis required by this paragraph (b), the registrant may presume that users of the interim
financial information have read or
have access to the discussion and
analysis required by paragraph (a)
for the preceding fiscal year.
3. The discussion and analysis
required by this paragraph (b) is
required to focus only on material

changes. Where the interim financial statements reveal material
changes from period to period in one
or more significant line items, the
causes for the changes shall be
described if they have not already
been disclosed; Provided, however,
That if the causes for a change in one
line item also relate to other line
items, no repetition is required.
Registrants need not recite the
amounts of changes from period to
period which are readily computable
from the financial statements. The
discussion shall not merely repeat
numerical data contained in the
financial statements. The information provided shall include that
which is available to the registrant
without undue effort or expense and
which does not clearly appear in the
registrant's condensed interim
financial statements.

ia
4. The registrant's discussion of
material changes in results of operations shall identify any significant
elements of the registrant's income
or loss from continuing operations
which do not arise from or are not
necessarily representative of the
registrant's ongoing business.
5. The registrant shall discuss any
seasonal aspects of its business
which have had a material effect
upon its financial condition or results
of operations.
6. Registrants are encouraged
but are not required to discuss forward-looking information. Any forward-looking information supplied
is expressly covered by the safe harbor rule for projections. See Rule
175 under the Securities Act (17
CFR 230.175), Rule 3b-6 under the
Exchange Act (17 CFR 249.3b-6)
and Securities Act Release No. 6084
(June 25, 1979) (44 FR 38810).

APPENDIX B
ILLUSTRATIVE REPRESENTATION LETTER
The following is an illustrative representation letter for an examination of
management's discussion and analysis. The written representations to b e
obtained should be based on the circumstances of the engagement.
[Date of accountant's
[Accountant's

report]

name]

In connection with your examination
of management's discussion and analysis of the financial statements of XYZ
Company for the three-year period
ended December 31, 19X2, we confirm the following representations
made to you during your examination.
1.

We are responsible for the content of management's discussion
and analysis and, to the best of
our knowledge and belief, it contains all information necessary to
enhance a reader's understanding of the Company's financial
condition, including liquidity
and capital resources, changes in
financial condition, and results of
operations, and is presented in
conformity with the rules and
regulations of the Securities and
Exchange Commission. In that
connection, management's discussion and analysis—
a. Identifies t r e n d s , commitments, events and uncertainties that will result in, or that
are reasonably likely to result
in, the Company's liquidity
increasing or decreasing in
any material way and
describes internal and external sources of liquidity and
u n u s e d s o u r c e s of l i q u i d
assets.
h. D i s c u s s e s t h o s e b a l a n c e
sheet conditions, income
items, and cash flow items
that we believe are indicators
of the Company's liquidity
condition.
c. Describes all material commitments for capital expenditures and sources of funds
needed to fulfill such commitments.
d. Describes all material trends

in c a p i t a l r e s o u r c e s a n d
expected material changes in
the mix and relative cost of
such resources.
e. Describes those unusual or
infrequent events, transactions, and significant economic changes
that
materially affected income
from operations, including
significant c o m p o n e n t s of
revenues and expenses.

resources, changes in financial conditions, and results of
operations.
2.

/ . Describes trends and uncertainties that we reasonably
expect will have a material
f a v o r a b l e or u n f a v o r a b l e
impact on n e t sales (revenues) and income from continuing operations.
g. Discloses those events that
will cause a material change
in the relationship between
costs and revenues.
h. Discusses the increases in net
sales (revenues) attributable
to increases in price (or volu m e , or amount) of goods
(services) sold and introduction of new products (services).
i. Discusses the impact of inflation and changing prices on
net sales (revenues) and on
i n c o m e from c o n t i n u i n g
operations.
j . F o c u s e s on all m a t e r i a l
events and uncertainties that
cause r e p o r t e d financial
information not to be necessarily indicative of future
operating results or of future
financial condition, including
those matters affecting past
o p e r a t i o n s that will not
impact future operations and
t h o s e e x p e c t e d to i m p a c t
future operations that did not
impact past operations.
k.

C o n s i d e r s all m a t e r i a l
events, transactions,
demands, commitments, and
uncertainties arising subseq u e n t to D e c e m b e r 3 1 ,
19X2, that have a material
i m p a c t on t h e C o m p a n y ' s
financial condition, including
liquidity and capital
14

With respect to the information
presented in management's discussion and analysis that is based
primarily upon a financial forecast—
a. T h e f i n a n c i a l f o r e c a s t
presents our assumptions
and, to the best of our knowledge and belief, the Company's e x p e c t e d financial
position, results of operations, and changes in financial
position for the period in conformity with the generally
accepted accounting principles expected to be used by
the Company during the forecast period, which are consistent with the principles that
XYZ Company uses in preparing its historical financial
statements.
b. The financial forecast is based
on o u r j u d g m e n t of t h e
expected conditions and our
expected course of action.
c. We have made available to
you all significant information
that we believe is relevant to
the forecast.
d. We believe that the assumptions underlying the forecast
are reasonable and appropriate.
e. To the best of our knowledge
and belief, the d o c u m e n t s
and records supporting the
assumptions are appropriate.

3.

We have made available to you
all significant information that
we believe is relevant to management's discussion and analysis.

(Name and Title of Chief Executive

Officer)

(Name and Title of Chief Financial
Officer)
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